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WHITHER ACCOUNTING? 


by DANIEL BORTH 


Professor of Accountancy, University of Illinois, 
Urbana, Ill. 


N a recent defense of the use of the “lifo” method of inventory 
valuation, the controller of a nationally known corporation men- 
tioned only the approval of this method for income tax purposes. 
Apparently as a clincher to his position, he further stated “Besides, 
we could afford it and it saved us money.” There was no defense 
on the grounds of adherence to principles of accounting. There 
was no defense on the grounds that the “lifo” method correctly 
valued the inventory or properly determined the period income for 
companies in his line of business. This attitude raises the ques- 
tion: Are there accounting principles or are accountants only 
truth-seekers in the field of financial profundity—elusive and in- 
dividualistic as the coneepts of truth may be? 


Errors of Omission and Commission 


It may help to review critically accounting practices. Conform- 


ity to consistent patterns on many fundamental issues is but dimly 
seen. The following tendencies, among others, emphasize the need 
for persistent search and (by accountants) self-questioning with 
respect to the methods and goals of modern accounting. 

1. To an increasing extent, the accountant is fying his practices 
to the legal apron strings of the Internal Revenue Code and to the 
regulations of the Bureau of Internal Revenue and the Securities 
and Exchange Commission, as well as to court decisions and to 
the administrative rulings of other governmental agencies too nu- 
merous to mention. The “floor” or the “ceiling,” whichever is per- 
tinent, of governmental regulations or administrative decisions 
often sets the pattern for and defines the latitude of what is viewed 
as standard accounting practices. Yet in many instances account- 
ing practices which may be approved for income tax purposes, for 
example, are inconsistent with accounting principles and with 
standards of adequate disclosure which have been designated as 
generally accepted in professional and industrial accounting prac- 
tice. 

2. The concepts of value and income of the field of economics 
(as adapted by way of accounting concepts to the problems of the 

1115 








— 6 lll lL 
é 





1116 : N. A.C. A. BULLETIN 


individual enterprise) are overlooked or disregarded in favor of 
those enunciated in laws, court decisions, and the decisions of gov- 
ernmental administrative bodies. The “truth” and the practical are 
sought in the relative certainty of the law and administrative deci- 
sions. 


3. Most accountants recognize that prices are determined by 
the forces of supply and demand. They concede that prices are in- 
fluenced, but not determined, by costs, particularly acquisition 
costs. Yet many accountants pay almost pagan allegience to ac- 
quisition costs and to the “cost determines price” doctrine. Judged 
by their actions, accountants weigh too lightly the importance of 
market value, replacement, reproduction, alternative, opportunity, 
and imputed costs as influences in the determination of the trial 
prices of products and services. 


4. On the one hand, the usefulness of the concept of differential 
costs is conceded and, on the other, there is a continued dependence 
upon average costs “to give the answers.” There seems a sense 
of certainty in the fact that the average cost calculation yields a 
mathematical result readily understood and widely accepted. 


5. The difficulties (often the impracticability) of arriving at 
significant and conclusive allocations of certain classes of costs to 
units of product, departments, and functions are well recognized. 
Nevertheless, accountants continue to expend much time and effort 
in applying particular allocation procedures with all the serious- 
ness and apparent confidence of a weighmaster, without giving 
adequate consideration to the uses of the end product. 


6. Most accountants probably correctly regard appraisals as out- 
side of the functions of the profession. Nevertheless, the dis- 
avowal of asset appraisal as an accounting function is no reason 
for failing to seek, use, and report value data which is significant 
in a realistic approach to valuation and income measurement. 


7. Notwithstanding salient progress in the development of statis- 
tical techniques, there continues an almost universal rejection of 
the use of statistical tools to adjust for the vagaries of the pur- 
chasing power of the monetary unit. Recognition of dollar 
changes in the accounts and statements is renounced on the grounds 
of cost and intricacy. Yet rarely are these factors carefully 
weighed against the cost of and misinformation supplied by dis- 
pensable and less important “accepted” procedures. 
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Possibilities of Redirection 

In the foregoing paragraphs, a listing has been given of seven 
principal points on which it should be apparent that the accountant 
of the present is inclined to go astray in terms of realities (and 
mislead others) or to fail to measure up to his responsibilities, 
depriving business and the economy of guidance he could give. 
It is believed that the following six points contain the essence of 
a more effective approach. 

1. To be sure, accountants must adhere to the law and govern- 
mental regulations and decisions to the extent that such are perti- 
nent to the specific situations and purposes of matters at hand. 
However, accountants must learn to view and employ legal de- 
cisions and administrative pronouncements for what they are, 
decisions on specific cases with particular sets of facts. 

2. Accountants must dispel the notion of ome value and one 
cost so popular in the public, and sometimes in the legal mind. 
They must dispel the idea that the admission that there is more 
than one value and one income is a confession of inadequacy and 
weakness. They must consider all significant purposes of both 
external and internal financial statements in the light of the various 
interests involved. They must provide available data to satisfy 
these reasonable needs. Limitations to the usefulness of any par- 
ticular set of data must always be emphasized and disclosed. 

3. Accounting statements should be statements of the business 
value of the position of an enterprise in economic society. A per- 
fect system of accounting would determine the present business 
value of the future income of the business. To progress toward 
such a goal, accounting must construct its own concepts of capital 
and income, its own concept of the expiration of costs, and its own 
concepts of the earning and realization of income, to mention a 
few of the concepts awaiting development. Its principles should 
be built primarily on economic theory, as modified by the con- 
cepts of value and income of the individual enterprise and the law. 

4. Accountants must abandon those conventional procedures 
which produce immaterial results. They must discontinue the use 
of admittedly arbitrary practices, especially those which require 
much time and effort. In this way, more emphasis can be given 
to the study of the characteristics, classification and movements of 
costs, values, and revenues which are subject to measurement, con- 
trol and effective action. 
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5. Acquisition costs are valuable as starting points or bench 
marks. By all means, costs should be recorded and disclosed. But 
accounting must go further. _More attention must be given to the 
study and use of concepts which yield more realistic estimates of 
business values and income. Reality in accounting must be actively 
pursued. A reasonable estimate is better than none. 


6. There must be continued resistance to the standardization by 
governmental administrative agencies of accounting procedures 
and statements. Those who advocate uniform accounts and state- 
ments are frequently individuals who are overimpressed with the 
formalism and rigidity whith sometimes appears implicit in ac- 
counting. Uniformity will lessen the service of accounting to a 
dynamic economic community. 


A Cosmic Role 


The role of the modern accountant is not an easy one. As 
stated by F. F. Burtchett in his “Corporation Finance,” “While 
the accountant is swirling in a maelstrom of engineering, tech- 
nological, and administrative data covering the actual facts of the 
individual enterprise, he must remember that beyond these kalei- 
doscopic elements lie the inexorable principles of human economic 
behavior.” 

Can one who is living in this period of rising prices, increasing 
labor costs, erratic price relationships and movements, and conflict 
among economic and social groups, be content with the results 
of the conventional concepts of accounting? Are the premises of 
normality, stability of the monetary unit, all-purpose value and 
income, “cost gives value,” and “cost determines price” (all 
premises strongly influencing the current principles of account- 
ing) really adequate to the needs of the present economic society? 

As the keeper of the door through which passes data on the 
position and operations of the individual enterprise for the guid- 
ance of management and the review and interpretation of the 
public, the accountant has many responsibilities which he has not 
undertaken. The weaknesses of his concepts, his principles, and his 
data become the basic weaknesses of analysis by all those who use 
the data after him. The accountant must not fail to acquire and 
apply a breadth of point of view and vision commensurate with 
his regponsibilities. 





ACCOUNTING PROGRESS — THE NEXT STEP 


by THOMAS M. HILL 


Assistant Professor of Accounting, 
Massachusetts Institute of Technology, Cambridge, Mass. 


fuses exists today a strong and widespread dissatisfaction 

with the products of accounting. This dissatisfaction stems 
from the failure of financial statements to reveal the facts of life 
as pertains to profits and values. Concern over the discrepancy 
between dollar earnings and real earnings is not merely a transi- 
tory aspect of inflation. The pot has been at the simmering stage 
for some years; severe inflation or deflation brings it periodically 
to a boil. As the economy matures and the complexity of economic 
relationships increases, it is inevitable that we become more and 
more acutely aware of the incompleteness which characterizes 
financial data. Sooner or later, unless this informational deficiency 
is eliminated, the pot will boil over. At that point someone else is 
likely to take up the accountant’s tools and finish his job. 

The purpose of this paper is three-fold: first, to show why and 
to what extent accounting methods are inadequate—and that the 
inadequacy is truly serious; second, to outline what has been and 
what remains to be done to remedy the situatio. ; and, finally, to 
indicate what appears to be the most practical course of action to 
accomplish that object. It is strongly believed that the individual 
business organization is far from helpless in meeting this situation. 
It is hoped that this paper will show that the way is open for con- 
structive corrective action on the part of the individual accounting 
executive. 


NATURE AND BACKGROUND OF THE PROBLEM 


The Basic Problem 


Data relative to different phases of business activity can be ex- 
pressed in different kinds of units. The only measuring unit ap- 
proaching universal applicability is a monetary unit. For us this is 
the dollar. Only in terms of money values can purchases of build- 
ings, machinery, labor, and services be related to each other, to the 
products of their combination, and to the cash or claims which re- 
sult from the sale of those products. But, unlike most units of 
measure, the dollar is not itself constant. Its worth depends on its 
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power to purchase goods and services. The purchasing power of 
the dollar in relation to any particular good depends in part upon 
the relative scarcity of that good as compared to all other goods, in 
part upon the relative scarcity of all goods taken together. 

For example, when a general scarcity of goods exists, the natural 
result is an over-all price rise, called inflation. During such an 
inflationary period, however, prices of different goods rise at 
varying rates; some items increase very rapidly in dollar value, 
some remain relatively stable, and some may in fact decline in 
price. For this reason, the “average” change in prices may mean 
little in terms of the impact of inflation on any particular enter- 
prise. Moreover, for the same reason, precise measurement of 
the effects of price change on the individual business organiza- 
tion is likely to be impossible without techniques especially de- 
signed for that purpose. 


“Conventional” Accounting Methods 

The traditional objects of accounting methodology have been the 
very excellent ones, first, of providing a detailed and authenticated 
record of dollar claims against the enterprise, dollar outlay costs, 
and dollar revenues ; and, second, of matching as accurately as pos- 


“ible cost expirations against revenues period by period. Although 
the word “valuation” is a common accounting term, the account- 
ant has, in general, accepted outlay cost as the proper figure for 
record and has modified that figure in the light of value changes 
only under the particular circumstances of a measurable value de- 
cline below cost. The oft-repeated assertion that the accountant 
assumes that assets are assigned permanently correct valuations 
at the time of their acquisition misrepresents the situation. What 
the accountant does assert is that “value,” being the present worth 
of future expectations, is constantly changing, not usually sus- 
ceptible to objective measurement, and consequently not meaning- 
ful as a matter of historical record. Such concessions as he makes 
are in the name of “conservatism.” 

Valid as the aims of orthodox accounting may be, they unde- 
niably result in a motley collection of dollar figures in the periodic 
statements. The balance sheet contains cash, cash equivalents, and 
liabilities stated automatically in current dollars; inventories and 
current prepayments expressed for the most part in fairly recent 
dollars ; and long-life assets represented by dollars of various vin- 
tages up to fifty years or more old. Operations figures are a sim- 
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ilar composite of noncomparable units. Reported business earnings 
represent the algebraic sum of: (1) gains or losses resulting from 
the effectiveness with which management has performed an eco- 
nomi¢ service in bringing together various cost elements and com- 
bining them in product form; and (2) gains and losses resulting 
from changes in the market values of those cost elements since 
acquisition, to the extent that such changes have been reflected in 
the sales prices of products. 


Cost Accounting 


What we commonly designate as “cost accounting” had its origin 
in the need for specialized techniques for tracing the flow of costs 
through manufacturing processes. As such, it was initially but a 
phase of the total orthodox accounting methodology. However, 
perhaps as a result of studying cost characteristics, accountants 
working in this area apparently became more generally aware of 
the needs of management for factual information not supplied by 
historical records. As a result of attempting to fill these informa- 
tional gaps, cost accountants actually pioneered an entirely new 
field of accounting analysis. 

If the cost accountant’s contribution can be described briefly, it 
might be stated thus: he has shown that the recording of historical 
dollar costs is of very limited assistance to management in further- 
ing the aim of maximizing earnings, that because policy determi- 
nation must be based on a comparison of the probable future re- 
sults of alternative courses of action, historical data are useful only 
in so far as they help to indicate future possibilities, and that be- 
cause effective carrying out of policy decisions is dependent upon 
current coordination of enterprise activities and current evaluation 
of performance, budgeted projections of accounting data arfd pre- 
planned standards of performance are essential. 

That the accumulation of historical data is not the sole function 
of accounting and that all useful accounting data are not neces- 
sarily objective in nature, at least in the usual sense, are now very 
generally accepted postulates. 


Emergency Aspects of the Problem 

As this is written, we are in a period of very marked price in- 
flation. Certain aspects of the basic problem, more or less dormant 
during periods of relative stability, become emergent and, in some 
instances, what appear to be emergency measures have been 
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adopted to cope with them. Attention is concentrated primarily 
on reported earnings, which almost universally contain very sub- 
stantial gains due to price increases. For a number of periods, the 
purchasing power of revenue dollars has been consistently less 
than that of the matching historical cost dollars. The resultant 
variance between real and dollar earnings is forceably demon- 
strated by statistics contained in the supplement on National In- 
come to the July 1947 issue of the Department of Commerce Sur- 
vey of Current Business. These figures indicate that, while unad- 
justed dollar earnings for 1946 were fifty per cent higher than 
those of 1929, these same earnings adjusted for price gains in in- 
ventories only were down thirteen per cent. 

Perhaps the most frequently mentioned concerns of management 
in this connection are with taxes and public relations. Business- 
men in general feel that the “market profit” element of net income 
is unreal. Revenue dollars have been and are being used to replace 
inventories and are being or will be used to replace plant and, if 
the level of “real” capital investment (and consequently productive 
capacity) is to be maintained, a large portion of reported dollar 
earnings must inevitably be “plowed back.” If prices revert to 
lower levels, present price gains will be offset in whole or in part 
by future price losses. The highly unsatisfactory position in which 
management finds itself today is that of trying to convince em- 
ployees, stockholders, and the general public that the figures shown 
on certified statements are misleading. Particularly important as 
pertains to management’s attitude toward accounting is the fact 
that coupled with this situation is a widespread awakening to the 
potentialities of the corporate report as a public relations instru- 
ment. 


Long-range Aspects of the Problem 


The present questions relative to the level of corporate earnings 
are symptomatic of a fundamental and continuing accounting de- 
ficiency. The potential advantages to be gained by a revision of 
reporting procedures aimed at the elimination of that deficiency 
are great—great enough to warrant a considerable effort on the 
part of industry. Most noteworthy of these are the following : 


Improvement of Investment Information. As previously indi- 
cated, both the operating statement and the balance sheet are inter- 
nally inconsistent. More important from the standpoint of the in- 
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vestor is the lack of comparability as between different periods for 
the’ same company and between different companies for the same 
period. For example, to make a truly valid comparison of the 
earning power of the capital employed by two organizations, the 
analyst must be able to convert both the total assets and the net 
income of each into equivalent dollars. Only in extremely rare cir- 
cumstances is it possible to even approximate such a result with- 
out recourse to the corporate records. The end result of better in- 
formation for the investor tends to be more effective utilization of 
capital. More effective utilization of capital leads eventually to in- 
creased national income and a higher standard of living. 


Improvement of Public Relations. Good public relations (the 
term being here used in the broad sense to cover the relations of 
management to all other interest groups) are vital to industry for 
many reasons with which we are all familiar. Improvement in 
public relations is dependent in large measure on the promotion of 
understanding of management problems. That such understanding 
is not promoted by present reporting methods seems to be self- 
evident. Reports relative to the activities of an organization of 
any size cannot be simple. It is conceivable, however, that they 
can at least be made to mean what they say. 


Determination of Net Income for Tax Purposes. Graduated 
taxes based on unadjusted dollar earnings have for a long time 
been a thorn in the side of business. It is not our present purpose 
to debate the merits of such taxes. Accepting them as inevitable, 
the following comments appear to be pertinent. That capital gains 
resulting from scarcity fluctuations largely uncontrollable by man- 
agement should be treated separately for tax purposes, and that 
failure to do so results in inequities, are fairly generally accepted 
propositions. That existing tax procedures are not equitable in this 
respect is a fault primarily ascribable, not to tax law, but to ac- 
counting methods. In spite of the fact that accounting procedures 
are strongly influenced over the short run by tax regulations, the 
intent of the law is clearly that taxable net income shall be deter- 
mined, not by decree, but by accepted business practice. Experi- 
ence indicates that changes in accounting concepts relative to the 
measurement of net income, once they have gained the support of 
a significant segment of industry, become acceptable to govern- 
ment for tax purposes. Experience with the “lifo” method of 
pricing inventories is a commonly cited example. 
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Moderation of the Business Cycle. It has been suggested that 
a clearer understanding of the nature of business earnings might 
be a major factor in lessening the violence of cyclical fluctuations 
in business activity. To the extent that the reporting of exagger- 
ated dollar earnings during the inflationary stage, and of under- 
stated dollar earnings during the deflationary stage, breeds over- 
optimism and overpessimism respectively, consistent reporting of 
real earnings might be of considerable value in helping industry 
to avoid the undesirable consequences of extreme cyclical varia- 
tions. There is, of course, little or nothing in the way of factual 
evidence either for or against this theory. Nevertheless, its po- 
tential importance renders it worthy of serious consideration. 


Improvement of Information Basic to Political-Economic Pol- 
icies. Not distinct from the preceding goals (all of which are in- 
terrelated) is that of providing more complete and more meaning- 
ful information relative to the nature and characteristics of the 
national income. The need for such information is constantly em- 
phasized by contradictory statements of various public officials and 
by conflicting policies of various governmental agencies. A situ- 
ation in which the policy-making of a nation depends to so great 
an extent on confused and contradictory data is clearly in need of 
correction. Realization of this fact has led to the recent organi- 
zation of a research group under the direction of the American In- 
stitute of Accountants “to conduct a study of accounting defini- 
tions and postulates and their effect on political-economic policies,” 
as set forth in the editorial columns of The Journal of Accountancy 


for August 1947. 


Procress TO DATE AND PRESENT STATUS OF THE PROBLEM 


Inventory Pricing Methods 


Because material cost is not only the largest single cost element, 
but also the one most commonly subject to violent price fluctua- 
tions, it is very natural that it should have been the focal point of 
such attacks as have been made on the problem. Base (or normal) 
stock methods and, particularly, the “lifo” method result in sys- 
tematic elimination of a portion of price gains or losses by con- 
sistently matching with current revenues the most current of the 
cost dollars represented in inventory. Likewise, by giving weight. 
to all cost dollars, both new and old, any averaging method of ar- 
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riving at charges to cost of goods sold yields a similar result. The 
differences, while marked, are essentially differences of degree. 

Base stock and averaging methods were originally justified on 
the grounds that, in the situations to which they were applied, they 
more nearly approximated the actual flow of materials into process 
than did the common assumption of first in, first out. It has even 
been argued occasionally that last in, first out represents a reason- 
able approximation of the flow of goods in some instances, By 
now, however, the “flow of goods” argument has been pretty much 
abandoned and most users feel free to admit that their object is to 
moderate the influence of price fluctuations on earnings. Perhaps 
because of the early appeal of the “flow of goods” line of reason- 
ing, inventory reserve methods have never achieved wide popu- 
larity. Acceptance of “lifo” for tax purposes apparently removed 
any chances that such methods had for wide adoption and, at the 
same time, gave great impetus to the “elimination” as opposed to 
the “segregation only” philosophy. 

Today, after more than two decades of experimentation in this 
area, at least one fact has clearly emerged: the validity of using ac- 
counting procedures (exemplified most strikingly by “lifo”) for 
the express purpose of eliminating market gains or losses from 
reported net income has been accepted by the accounting profes- 
sion, albeit rather hesitantly by a considerable segment thereof. 


Long-life Assets ; 

Interest in adjusting earnings to reflect current costs of plant 
facilities has been spasmodic—the spasms, like the present one, 
being coincident with periods of very marked price inflation or 
deflation. U. S. Steel and du Pont touched off the current contro- 
versy by charging against income (per their 1947 interim quarterly 
reports) substantial amounts over and above depreciation based on 
historical costs of existing facilities. U. S. Steel explained this 
excess charge as depreciation on current replacement costs and 
likened its effects to those of “lifo” ; du Pont labeled it “provision 
for excessive construction costs.” Both had the same object, cor- 
rection of the discrepancy which had developed between real and 
dollar earnings as a result of amortizing plant costs in out-of-date 
dollars. 

The independent accountant’s certificate to the annual statements 
of du Pont for 1947 took exception to this practice with the fol- 
lowing comment: “In accordance with a procedure instituted by 
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the Company early in 1947, and reflected in its published interim 
statements during 1947, the Company has made provision for ex- 
cessive construction costs in the amount of $20,900,000 and has 
deducted such provision from net operating and other income in 
arriving at net income for 1947. In the latter part of 1947, the 
American Institute of Accountants’ Committee on Accounting 
Procedure published a statement in which it said ‘the committee 
disapproves immediate write-downs of plant cost by charges 
against current income in amounts believed to represent excessive 
or abnormal costs occasioned by current price levels,’” The Insti- 
tute’s statement referred to, issued as preliminary in October 1947 
and as Accounting Research Bulletin No. 33 in December, 1947, 
reads in part: , 

“The committee recognizes that business management has the 
responsibility of providing for the replacement of plant and ma- 
chinery. It also recognizes that, in reporting profits today, the 
cost of material and labor is reflected in terms of ‘inflated dollars’ 
while the cost of productive facilities in which capital was invested 
at a lower price level is reflected in terms of dollars whose pur- 
chasing power was much greater. There is no doubt that in con- 
sidering depreciation in connection with product costs, prices, and 
business policies, management must take into consideration the 
probability that plant and machinery will have to be replaced at 
costs much greater than those of facilities now in use. 

“When there are gross discrepancies between the cost and cur- 
rent values of productive facilities, the committee believes that it 
is entirely proper for management to make annual appropriations 
of net income or surplus in contemplation of replacement of such 
facilities at higher price levels. 

“Tt has been suggested in some quarters that the problem be met 
by increasing depreciation charges against current income. The 
committee does not believe that this is a satisfactory solution at 
this time. It believes that accounting and financial reporting for 
general use will best serve their purposes by adhering to the gen- 
erally accepted concept of depreciation on cost, at least until the 
dollar is stabilized at some level. An attempt to recognize current 
prices in providing depreciation, to be consistent, would require 
the serious step of formally recording appraised current values for 
all properties, and continuous and consistent depreciation charges 
based on the new values. Without such formal steps, there would 
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be no objective standard by which to judge the propriety of the 
amounts of depreciation charges against current income, and the 
significance of recorded amounts of profit might be seriously im- 
paired. 

“It would not increase the usefulness of reported corporate in- 
come figures if some companies charged depreciation on appraised 
values while others adhered to cost. The committee believes, there- 
fore, that consideration of radical changes in accepted accounting 
procedure should not be undertaken, at least until a stable price 
level would make it practicable for business as a whole to make the 
change at the same time.” 


The Present Status of Accounting T binking 


The above statement is quoted at length because it is believed to 
be a representative sample of present accounting thinking on the 
subject, certainly the most important single statement to date in 
terms of influence on accounting practice. It appears to reveal two 
highlights of the current accounting situation. 

First, and most important, is the indication that the minds of its 
* authors are not entirely closed to the possibility of an overhauling 
of basic accounting concepts, an overhauling which might conceiv- 
ably lead to abandonment of historical outlay costs as the founda- 
tion of accounting records. This possibility is related to our pre- 
vious comments regarding the acceptance of the “lifo” principle 
and the departure, in the field of cost analysis, from reliance on 
purely historical data. Probably the most noteworthy current de- 
velopment in this connection is the establishment, mentioned in an 
earlier paragraph, of a three-year research project financed in 
equal parts by the Rockefeller Foundation and the American In- 
stitute of Accountants to study “not only terminology but the un- 
derlying concepts in the use of accounting terms.” Information 
regarding this study is contained in P. F. Brundage’s “Three Year 
Study of Business Income, Its Concepts and Terminology, Started 
by Institute,” The Journal of Accountancy, August 1947, and 
George O. May’s “A Restudy of the Concepts and Terminology of 
Business Income,” The New York Certified Public Accountant, 
January 1948. 

In the words of Mr. May, who is a participant, this study “is 
inspired by the belief that accounting is utilitarian ; that determina- 
tion of what is useful does not rest solely with the accounting pro- 
fession and that the capacity of the profession to deal successfully 
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with the problems that arise is necessarily dependent upon its abil- 
ity to secure acceptance of its views by other parties interested.” 
To that end, the research group, although under the direction of 
the Institute, will consist of some fifty people including economists, 
lawyers, bankers, financial analysts, and representatives of man- 
agement, labor, and government, as well as accountants from all 
branches of the profession. Although emphasis may conceivably 
change as the study progresses, its primary motivation and initial 
focal point are the problems created by changing values of the 
accounting unit of measure. 

The second important feature of the statement is the apparent 
unwillingness of the Committee on Accounting Procedure to 
recommend any positive course of action. The suggestion that 
such action must be predicated on appraisals, costly and soon out- 
dated during a period of price flux, is not very satisfactory. While 
it might be granted that an appraisal approach is reasonable only 
when a price plateau is reached (and while we remain on it), there 
are no obvious reasons to assume that any such plateau is in the 
offing, or that the parties at interest are in any less need of im- 
proved financial data during periods of flux. In fact, the contrary 
assumption seems the more reasonable. By implication at least, 
the committee assumes that appraisal is the only positive action 
possible and finds this solution unsatisfactory. Exception is like- 
wise taken to the suggestion that an attack on the problem must 
await a time opportune for collective action. Our economy is based 
on the conviction that, within reasonable limits, individual effort 
toward the solution of specific individual problems is most condu- 
cive to progress. Certainly the history of accounting development 
indicates clearly that progress in the art of collecting and interpret- 
ing financial data has been made that way. In view of the variety 
of inventory plans in operation, it is difficult to accept an argument 
that universality of method is a criterion of “objectivity.” 


Is Tuere a Practica, APPROACH TO THE PROBLEM ? 


Criteria of a Satisfactory Methodology 

To this, as to any other complex problem, there is no single, 
simple approach. A logical first step, however, would seem to be 
establishment of the prerequisites which an acceptable methodology 
must satisfy. The following are suggested as criteria: 
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Completeness. It should be thorough-going. That is, it should 
be of such nature as to yield a true statement of real earnings. A 
major defect of past approaches is that they have been restricted 
to isolated cost elements, usually materials, and have failed to 
eliminate or segregate price gains and losses on even those. Al- 
though “lifo” comes the closest to truly systematic adjustment of 
earnings in the area to which it is applied, the most recently in- 
curred historical costs are not a reasonable facsimile of current 
costs in all cases. “Lifo’s” surreptitious wooing of current cost 
without complete abandonment of the use of figures representing 
actual outlays smacks somewhat of dalliance with a mistress, while 
at the same time professing devotion for one’s legitimate spouse. 
Such a compromise cannot be successful in dealing with facility 
costs, where even the most recent outlays may be quite ancient. 
E. B. Wilcox’s, “When Should “Lifo” Be Used,” The Journal of 
Accountancy, February 1948, provides interesting comments on 
this point. 


Disclosure. It should segregate rather than eliminate price 
variances. Concealment of price gains and losses violates the basic 
principle of full disclosure. The extent and specific effects of 


dollar fluctuations are important business and economic facts which 
should be fully revealed in corporate reports. It seems particularly 
important during the early stages of development of a new con- 
ceptual approach that the relationship between the old and the new 
be displayed. 


The Balance Sheet. It preferably should not result in any fur- 
ther decrease in the significance of the balance sheet. As previ- 
ously noted, an unadjusted balance sheet normally contains a het- 
erogeneous group of dollar figures. When the procedure for charg- 
ing costs into process misrepresents their true flow (as it prob- 
ably does in the'great majority of cases where “lifo” is used), the 
figures at which unexpired costs appear become almost meaning- 
less as representations of either dollar outlays-or values. Any ex- 
tension of the “lifo” method to long-life assets would further 
limit the usefulness of this statement. 


Objectivity. The figures used in determining real earnings 
should be arrived at in a reasonably objective manner. Purely 
subjective determination of current costs is not acceptable for re- 
porting purposes. This implies the substitution of a different kind 
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of objectivity in relation to costs for that resulting from actual en- 
try into the market, something more nearly akin to the kind of 
standards applied to life estimates for durable assets. 


Practicality. It should be workable in the sense that it can be 
used by any organization which maintains accounting records. 
Certainly, it should be understandable, at least in terms of its 
basic principles, by any moderately skilled user of accounting data. 


Kinds of Approaches 

There are two kinds of approaches, either of which might satisfy 
these qualifications: one type would involve carrying current costs 
through the records and segregating the differences between cur- 
rent and historical costs in variance accounts; the other would 
continue record-keeping in the conventional manner with statistical 
adjustment of the periodic statements for changes in dollar values. 
Where a system of standard costs is in use, the possibility exists 
of putting the first procedure in operation by pricing standard 
quantities at figures representing reasonable approximations of 
current replacement costs. Such a technique has been and is being 
used in some European countries. 

The application of such a methodology to materials costs is dis- 
cussed in some detail by Clarence B. Nickerson in an article en- 
titled “Inventory Valuation—The Use of Price Adjustment Ac- 
counts to Segregate Inventory Gains and Losses,” which was in- 
cluded in the special publication, The Control and Valuation of 
Inventories, put out by the N. A.C. A. in 1941. A similar idea, 
aimed at a somewhat different result, however, is advanced by 
Nelson H. Foley in his article, “Plant Values and Their Effect on 
Costs and Inventory Valuations,” in the N. A.C. A. Bulletin for 
September 15, 1942. While this technique may hold considerable 
promise for the future, it is believed that, because of limitations on 
its applicability and acceptability, its present usefulness is rather 
limited. 


Statistical Adjustment of Conventional Statements 

The pioneer attempt at a systematic methodology for setting 
forth in the reports of a business the effects of price changes was 
made by Henry W. Sweeney in a book “Stabilized Accounting,” 
published in 1936. Mr. Sweeney, drawing heavily on the account- 
ing techniques developed to cope with inflation in Europe (par- 
ticularly Germany) after World War I, evolved a plan from which 
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the book was titled. In essence, his method called for periodically 
adjusting all figures on the statements for general or over-all 
changes in the value of the dollar as measured by a general price 
index. Included in his adjustments, however, were some rather 
involved computations of “realized” and “unrealized” gains and 
losses which he carried over into the balance sheet by subdividing 
Earned Surplus into “realized” and “unrealized” components. It 
may have been this fact which, coupled with perhaps inopportune 
timing and a rather complex presentation, resulted in little or no 
display of interest by practicing accountants in his very excellent 
ideas. 

The weakness of his suggested procedures seems to lie in the 
use of a general price index. As previously pointed out, individual 
enterprises are interested in the price fluctuations which affect 
their specific activities, not in averages. A metals fabricator is 
primarily concerned with variations in metals prices. Adjustment 
of his earnings on the basis of an index which reflects farm prices, 
realty values, and many ‘other more or less extraneous items is not 
particularly helpful. But, if adjustment to current cost of replace- 
ment (adjustment for “specific” rather than “general” price 
changes) is substituted, Mr. Sweeney’s ideas become very similar 
to those with which others are currently toying. For example, the 
October 1947 issue of The Journal of Accountancy contained the 
following in the “Current Accounting Problems” department, 
edited by Carman G. Blough: “Perhaps we should begin a system 
of measuring business activity in terms of index numbers. Maybe 
existing accounting procedures would be most effective for report- 
ing basic data if a plan for measuring profits in terms of constant 
units of value were developed and supplementary statements in 
terms of such constant units were adopted.” 

A methodology somewhat like Sweeney’s has been recently ad- 
vanced by E. Stewart Freeman, writing in the February 1, 1948 
N. A.C. A. Bulletin under the title of “Capital Price Adjustment 
Method for Deflating Inflated Profits.” Mr. Freeman’s proposal 
is similar in that it involves the determination of real earnings by 
adjusting dollar earnings on the basis of “one or more indexes of 
the purchasing power of capital in the field or fields in which the 
capital of the company is customarily employed.” His general 
procedure would be “first to price the assets and figure the profits 
in dollars and then tc transfer sufficient dollars from profits to 
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capital to offset the shrinkage in the purchasing power of capital.” 
His computations, however, would be entirely “off-the-record” 
with no revisions being made of the statement figures save for the 
net income and capital adjustment noted above. 

Mr. Freeman’s suggestion is a marked improvement on 
Sweeney’s in that (1) it is clearer and more understandable, (2) — 
it contemplates adjustment for “specific” dollar value changes, and 
(3) it includes practical suggestions for application to any particu- 
lar going situation. On the other hand, it appears to be open to 
the criticism of deficiency in the amount of information which 
it suggests be disclosed to the reader of the corporate report. 


The Determination of Current Costs 


Whatever the methodology employed, its workability would ob- 
viously hinge very largely on the availability of current replace- 
ment costs acceptable for adjustment purposes. For some import- 
ant cost elements, such as labor and materials, either contractual 
or quoted market prices may be entirely satisfactory. Such sources 
have long been accepted for the determination of “market” in ap- 
plying the “cost or market” rule. For most durable assets, on the 
other hand, price quotations representative of the pooled judg- 
ments of many buyers and sellers do not exist. Appraisals are 
one possible substitute; price indexes, another. As noted earlier, 
appraisals are expensive, soon outdated, and always open to ques- 
tion from the standpoint of objectivity. Although indexes> well 
adapted to this purpose are not now available, this latter possibil- 
ity seems the more promising of the two. It is, in fact, probably 
the only one feasible for the small company. 

The Society of Incorporated Accountants (Great Britain), con- 
fronted by this same problem and arriving at the conclusion that 
the answer lay in statement of accounts in terms of accounting 
conventions, but supported by supplementary data to be carried 
in by the technique of an adjusted statement, has directed its ef- 
forts toward the setting up of specific price indexes for selected 
classifications of capital assets, apparently with some prospect of 
success. There is no good reason why such a plan should not be 
successful in the United States. The agency or agencies best quali- 
fied to compile such statistics is perhaps open to question. One 
obvious possibility is the Department of Commerce. Actually, 
much of the necessary data is already collected for one purpose or 
another ; making it usable for the purpose at hand is largely a mat- 
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ter of proper classification. Strong backing of such a project by 
business groups could yield results in a relatively short time. 


Summary and Conclusion 


Because the preceding discussion has been largely in terms of 
the inflationary phase of the business cycle, it is perhaps appro- 
priate in closing to remind the reader that the validity of account- 
ing concepts is not dependent upon either prosperity or depression. 
The benefits to be derived from increasing the informational con- 
tent of corporate reports are likely to be no less, and possibly 
greater, during a period of deflation. However, in evaluating these 
ideas as they relate to the problems of any specific company, it is 
desirable that the reader keep in mind the fact that what goes up 
may come down. 

There can be no doubt that financial data expressed in terms of 
unadjusted monetary units fail to provide all of the information 
essential to optimum functioning of the economy. There likewise 
can be no doubt that primary responsibility for elimination of this 
deficiency rests with the accounting profession. However, the time 
is not ripe for, nor does necessity demand, abandonment of the ac- 
counting convention of maintaining basic records in terms of out- 
lay costs. Accounting has the dual responsibility of providing 
both adequate information and reasonable protection to all parties 
interested in the conduct of business affairs. Neither of these re- 
sponsibilities can be subordinated to the other. The reporting of 
results in terms of current costs necessarily involves a new set of 
techniques which must be tried and tested before the data which 
they yield can be accepted with confidence. 

There is no paradox here. In this situation, it appears to be 
entirely possible to have the cake and eat it too. The practical 
answer seems to lie in continuance of conventional methodology 
augmented by statistical adjustment to yield supplementary state- 
ments in terms of constant value units. When such a methodology 
has proved itself will be time enough to consider any further 
change. This is a long-term job. The important thing is to start 
constructive action now. What can be accomplished by courageous 
trial and error experimentation is demonstrated by the experience 
of the Caterpillar Tractor Company in connection with the format 
and semantics of accounting statements. By facing up to a funda- 
mental problem directly—on an individual basis—Caterpillar has 
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not only benefited itself, but also made a real contribution to in- 
dustry as a whole. 

Under the influence of external pressure, particularly that of 
taxation, we have for some time been moving, in a rather spas- 
modic and confused manner, in the direction of doing something 
about “unreal” earnings. Now is the time to back out of the trees 
and take a look at the forest—to take a longer view of accounting 
aims and to begin a thorough overhauling job, each of us in his 
own shop. The logical—the inevitable—next step in the develop- 
ment of accounting service is that of enhancing the usefulness of 
financial information by clarifying the meaning of the unit in 
which it is expressed. Let’s take it! 
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A CASE AGAINST FLEXIBLE BUDGETING 


by BENJAMIN P. HAMILTON, 


Systems and Facilities Manager, Piasecki Helicopter Corp., 
Morton, Pa. 


ig may well be time to drop the flexible budget. Effectiveness 

of this management technique can be freely questioned in its 
applications to postwar industry. Championed as one phase of the 
extension of the principles of science to the field of business con- 
trol, the variable budget proved to be adapted to conditions of the 
nineteen thirties, found itself in conflict with wartime require- 
ments for a retained work force, and is today in possible juxta- 
position to sound business planning. The objection is not only 
failure to achieve control, although a strong case can be made on 
this point, but failure of the concept of variability as a manage- 
ment policy. However, before we can reach a conclusion, ‘it is 
necessary to examine this concept as applied to budgetary work. 


Control Prerequisite: Fixing the Operating Level 

Is there or can there be a flexible budget? . In name at least, 
the sliding, the flexible, the mutable, and the variable budget are 
common designations of a device applied by industrial accountants. 


_ Yet at point of application to operations one is hard put to find 


the evidence of change or variability in costs. For example, the 
budget of a screw machine center may show the following data: 


Ee Pre ae 5 ae 5180 5930 6670 7400 
Ltietl: 2: icaditeeecenuoe 70% 80% 90% 100% 
Expense (monthly) .... $650 $800 $875 $950 


Budgetary control is then generally applied by one of two 


methods : 


1. The supervisor of the screw machine center is instructed, 
for example, that expected activity is 70 per cent and 
allowable expense $650. It can be emphasized that the 
budget, to control, must be fixed at time and point of ap- 
plication. 

2. The supervisor is presented with the budget scale and 
told that if the level is 70 per cent, expenditures may be 
$650, and if 100 per cent, $950. Even if activity should 
turn out to be 70 per cent, it is nevertheless required that 
the supervisor, himself, estimate that operations will be 
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at this level and so arrange service expenditures. When 
the expenditures become a fait accompli it is too late to 
meet the level which reflects actual operations. 


It can therefore be pointed out at the start that the budget may 
be called variable, yet as applied it must be fixed either for one 
week, one month, one quarter, or perhaps one year, if any rea- 
sonable control is expected. 

Premium Costs of Effecting Flexibility 

Creation of the truly varying budget is handicapped far beyond 
the difficulties arising from point of time of determination of the 
operating level for, although in theory expenses may rise and 
fall as clearly as the column of a barometer, the practical picture 
may be‘different. Again a set of hypothetical figures for time, 
activity level, and dollar outlay for a particular item may help. 
The following may be taken to indicate, in the usual form, the 
variability of (say) the works accounting function: 

_—— Ditbntele ttienekay Tg oe — Re, 
Sea. (monthly) .... $225 $350 $350 $350 

Here we have a clear case of semivariability: constant expense, 
$350 at 100 to 80 per cent level, varying at 70 per cent to $225. 

Yet at what price do we obtain variability, not merely as a plan 
but as a fact It may well be a higher price than we can afford 
to pay. It is not the simple matter of dropping the $125 clerk at 
70 per cent activity. Severance pay alone, a present social require- 
ment protecting the discharged worker in many instances, may be 
several times the $125 variance. It is essential to survey all fac- 
tors involved. Among these may be cited: 

Severance pay. 4. Supervisor’s time in connection 
Fy er a ele er rating. i 


with 
3. Employee's fase of efichoner Even 5. Paper work for dismissal. 
ime of knowledge of discharge 508 gh agony, katerctow 


time 

to time of dismissal. a 

If the variable budget indicates that rehiring is in order, there 
are the following labor procurement costs to consider : 


LP paper work prior to 4. Indoctrination 

-reparing s eed ge 
2. Advertising, etc. 6. Supervisor’s time in training. 
3. Interviews by personnel and by 

the section requesting the worker. 
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As a matter of illustration, it may be commented that the fore- 
going classification of dismissal and rehire costs has recently been 
applied by a company with several eastern seaboard plants. Em- 
ployees were classified and it was required that the members of 
each group be designated as inactive or partially inactive for a 
predetermined period before dismissal could be considered justi- 
fied. On the whole, it was found that dismissal could be afforded 
only in recognition of general trends and not in terms of month 
to month variability. 

Seeking the Optimum Operating Level 

The sets of figures which have been given suggest that: (1) 
variable budgeting may be viewed as an attempt to find the fixed 
level at which operations are, at least for the ensuing limited 
period, expected to proceed, and (2) costs presumed to be variable 
have a way of disclosing inflexibility or offsets when actually en- 
countered. In subsequent paragraphs, it will be pointed out that 
the concept of variability of costs may be much less in agreement 
with the facts of operation and perhaps less desirable as a theory 
than is generally supposed. 

It may be objected that there is an implication in portions of 
the text that variability is a mold into which costs are forced when 
production levels change. Proponents of flexible budgeting will 
~ say that the technique simply interprets cost behaviour in terms 
of production. However, there is a strong incentive in the method 
to look for variability, to seek it out, to seem to discern it, and to 
struggle to apply it. This can take the form of enforcement of 
variability where it does not apply and may distract from the dis- 
covery and maintenance of the optimum operating level. 


Looking Beyond Method to Policy 

As a strong proponent of cost reduction, the cost accountant has 
long recognized the value of varying expenditure with output. 
To obtain cost reduction under present conditions, it may be essen- 
tial that the accountant reappraise the variability concept by which 
he has been guided. Recent changes may well have vitiated the 
variable budget as continuing management policy. 

The accountant has treated the variable budget as he would the 
gas supply of an auto on a cross country trip. On clear highways 
—the parallel is good business—the accountant opens the throttle 
and increases the gas supply to obtain increased speed. In resi- 
dential and traffic areas—business poor—the accountant closes the 
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throttle and cuts the gas supply. That the driving method is good 
is unquestionable and it can assuredly be accepted that the variable 
budget as a method is equally excellent. Yet, as in driving, we 
must look beyond the method to the policy. To obtain good travel 
time perhaps the highway should be rebuilt, bypassing the resi- 
dential and traffic areas, so that the desired results may be obtained 
at constant speed. It is similar with the variable budget. We 
should look beyond the fact of variance to the causes of variance 
and so construct the business plan that variance is avoided. 

From an accounting approach, the variable budget has never 
been an entirely satisfactory solution to problems of cost. There 
are many costs that the accountant finds it impossible to change 
appreciably. Other costs shift infrequently and only from shelf 
to shelf in the operating cycle. From this standpoint the variable 
budget is variable in name only. It is in truth part fixed, part 
flexible and might with.equal logic be called either fixed or flexible. 
The objectives of cost accounting may be achieved without use of 
this device. Inasmuch as it is unlikely that fixed cost can be made 
to vary, it would seem that optimum cost performance depends 
on setting and maintaining a level of operations at the maximum 
supportable by fixed costs. 


Current Increases in Fixed Costs; Problems of Coordination 


The fundamental policy problem is that now occasioned by 
shifts and pending shifts in balance between variable and non- 
variable costs. Effectiveness of the variable budget is in ratio to 
the number and importance of items of cost under variable budget 
control and this ratio, always limited, now appears to be rapidly 
shifting toward preponderance of fixed costs. With each further 
step away from the fact of variability which, on an over-all basis, 
has always been quite distant, the accountant should reexamine 
soundness of the variable budget in terms of the cost control that 
is in reality obtained. 

The flexible budget, effective as it may have been as a cost con- 
trol measure in some directions, has added little to the necessary 
coordination of sales, financial, and production activities. Co- 
ordination is here dependent on application of one plan at one 
time, and uncertainty as to plan or as to time and point of appli- 
cation is detrimental to effective combined action. The produc- 
tion department, for example, presented with the possibility of a 
number of plans, may choose to operate at a level below that 
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eventually revealed as the sales department requirement. Or the 
financial department may find itself unable to support raw material 
inventories incidental to reductions in operating rate. 

It is believed that budget best serves the purpose of united action 
which sets not only one goal but one planned and expected level 
of activity. Nothing is more harmful to teamwork and good will 
than constantly fluctuating plans that seemingly express little 
more than management whim. 


Many Plans Make Much Work 


In many respects the essence of budgeting is the fact of plan- 
ning. Often the chief value of a budget program is its introduc- 
tion of systematic plans. This value of budgeting has been out- 
lined by Gordon Pearson in an article in “Credit and Financial 
Management,” September, 1945: . 


“Start any place other than from a decision as to what 
products are to be built, together with a forecast of their sales, 
and you are headed not too merrily toward a stone wall. 
Shying away from making these forecasts because of the un- 
certainty of the future is to shirk the responsibility of manage- 
ment. The more uncertain the future, the greater the neces- 
sity for a plan; for steering toward a goal, even though an 
arbitrary one, is more economical than drifting without aim 
or purpose. While there are factors other than the nature 
and volume of production which must be considered, these 
two essential elements determine the framework of a company 
to which all activities must be tied?’ 


Where then is the place of variable planning? The objective 
must be one goal, not a dozen goals. The budget is argued and 
accepted on this ground and should be judged accordingly. The 
variable budget becomes a diversion from long-term policy. 


Fixed Budget: The Positive Approach 

It is patently valueless to discuss budgeting without the variable 
budget if no acceptable alternative is forthcoming. The fixed 
budget can become this alternative only through concentrated man- 
agement planning and support. The field of the cost accountant 
is in this case the reporting of cost disadvantages inherent in vary- 
ing the level of activity. As exemplified at the start of this article, 
current costs of varying the budget are many, ranging from in- 
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creased payroll insurance cost to job retraining time. The cost 
accountant can -point out that the variable budget represents a 
negative approach in that, rather than attempting to level the ebb 
and flow of activity, management accepts the crests and troughs 
and yields to frequent change. 

A positive approach is thus the essential to construction of a suc- 
cessful fixed budget: 

1. Advertising should be directed toward year round rather 
than seasonal sales. This is in direct contrast to the arti- 
ficial seasonal activity created by manufacturers in many 
lines in interwar years. 

2. If necessary, complementary products should be selected 
with the view of minimizing seasonal changes in demand. 

3. Standardization of product should be improved to permit 
maximum manufacture of common parts during slack 
periods for later assembly. 

4. Further steps may be taken in manufacturing finished 
products for inventory. 

5. Introduction of new products can be phased to counteract 
pending drop in activity. 

6. Increased emphasis should be placed on lowering prices 
and possibly income margins to maintain volume. Em- 
phasis has been all too frequently directed toward drastic 
work force cuts plus maintenance of price with possible 
increase of gross income margin. 

7. Sales and advertising effort can be increased to insure 
maintenance of the planned volume. 

8. Customer buying habits may be changed to favor year 
round purchases. Special inducements can bring forth 
forward buying. 


It is believed that the foregoing and other similar positive action 
should be directed toward securing and maintaining a fixed budget. 
Planning and effort previously channeled to construction of a 
budget amenable to all conceivable levels of activity can be better 
directed to maintaining a fixed level. Yet more important than 
averting diversion of effort is change of concept, disavowal of the 
variable budget in that it implies the opposite of constructive plan- 
ning and acceptance of the fixed budget as the optimum expres- 
sion of both cost and plan. 

















ECONOMIC BASES OF PROFITABLE OPERATIONS 


by C. J. NEWMAN 


Head, Economic Cost Projects Department, 
Armstrong Cork Co., 
Lancaster, Pa. 


A BUSINESS enterprise is either successful or unsuccessful. 

Success is usually measured by the amount of profit the busi- 
ness is able to earn for its owners and whether or not such profit 
is adequate to yield a fair return to the owners of the enterprise 
for the funds they have risked. It is difficult to believe that any 
enterprise is begun without the expectation of profit. Many, of 
course, are doomed to disappointment. Never in recorded history 
has a year elapsed, even during the most prosperous periods, with- 
out business failures counted in the thousands. On the other 
hand, never has a year gone by without witnessing the start of 
many business enterprises destined to produce substantial and con- 
sistent profits for their owners. 


The National Specialty Company and Jim Alter 

The hypothetical case of the National Specialty Company (which 
was failing) illustrates the constructive steps toward profit im- 
provement that can be taken as a result of sound economic analysis. 
Furthermore, it illustrates a function which top management ex- 
pects the accountant to perform. After this case is considered, 
somewhat briefly, we are going on to general problems in the 
profit-making area, of concern to all levels of management, and we 
are going to make these problems into real, everyday matters. 
However, it may help to become quite personal with respect to the 
National Specialty Company and conjure up a picture of Jim 
Alter, who has charge of accounting matters. We will say he has 
been with the company all of the nineteen years since his gradua- 
tion from college and has been chief accountant for the past two 
years. These and the years immediately preceding have been quite 
eventful. The National Specialty Company has come a long way. 
It had to or lose out. 

Eight years ago the monthly losses were appalling. Few cus- 
tomers wanted the products National was making. This was true 
because the prices set to recapture the cost of production were 
higher than the prices of competitive products. It was difficult 
1141 
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to assign responsibility for the poor profit experience. Both the 
sales and production people were covering their several responsi- 
bilities as best they knew how. As a result, each group was con- 
fident that the dilemma must stem in large part from some lack of 
effectiveness in the efforts of the other group. 


The Road Back: Cooperation 

National Specialty solved its problem. The sales manager, the 
production manager, and the accountant analyzed the problem 
together. It is that fact which strengthens Jim Alter’s sense of 
achievement as the monthly reports, showing increasing earnings, 
are produced under his directior. The improvement in earnings 
contributes to and is directly associated with Jim’s knowledge that 
he is doing a good job. He is part of the team. 

The survey which marked the beginning of the company’s re- 
juvenation was as thorough as it was cooperative. It became 
apparent that obsolete equipment was being used. Furthermore, 
it was determined that the manufacturing plant was poorly situ- 
ated. It was far from any of the company’s customers as well as 
from the source of raw materials. Jim Alter computed the im- 
provement in profits which could be expected as a result of moving 
the plant to a location in the heart of the territory occupied by 
present or proposed customers. He also projected the improvement 
in profits expected as a result of installing new, modern, and 
faster machinery. When he tied the story together, it was appar- 
ent that the proposed operating plan would result in profitable 
operation, in profits that were adequate to attract capital funds. 
On that basis the plan was presented to the board of directors and 
approved. The capital necessary to effect the move and to buy 
the new equipment was obtained. National Specialty Company 
was started on its way to profitable operation. 


Immediate Causes of Business Failures 


With this short sketch, indicating attitude and results—and 
somewhat suggestive of means—we are back to the main theme. 
Some businesses succeed; others fail. Some are able to reverse 
the downward course; others suddenly loose their upward mo- 
mentum. Perhaps we had better deal with the negative aspect 
first. It may hold the key to the positive approach. In this light, 
the question is: why do businesses fail? 

Listed below are a few of the more popular reasons for busi- 
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ness failures. The word “popular” is used because these are rep- 
resentative of the reasons expounded around the cracker barrel, in 
the golf club locker room, or in the daily newspapers. 

1. The business manufactured a product which became obso- 
lete. It was replaced by a better and more useful product. 
The industry became too competitive. 

The business lacked adequate working capital. 

The business expanded too rapidly. 

The business could not weather a depression. 

The business had inadequate distribution facilities. 

The business failed to diversify itself. (All the eggs were 
in one basket. ) 

The business sustained large inventory losses caused by 
sudden drops in the general price level at a time when i in- 
ventories were overexpanded. 


So 


ge 


The Root Cause: Uneconomic Decisions 


We could go on indefinitely with such a list. Each of you could 
add several feasons for business failure. Unfortunately, each of 
the reasons for business failure given has one outstanding fallacy 
in common with the others. They are superficial reasons for 
failure. They are results rather than causes. But there is a real 
~ and basic reason for the failure of a business enterprise. Some- 
where in the life cycle of an unsuccessful business, the managers 
of that business, entrusted by the owners to operate it successfully, 
have made one or more incorrect and fundamentally unsound deci- 
sions. The net effect of those unsound decisions has been to 
generate unsound fiscal policies which have resulted in business 
failure. Conversely, a successful enterprise has had the advantage 
of successive wise and correct management decisions based on 
sound economic principles. It may be more accurate if we were 
to say that the sound decisions have outweighed the poor ones. 
The batting average has been high. 

To illustrate the point that business failures dre caused by un- 
sound decisions, let us analyze a few of the previously mentioned 
“popular” reasons for business failures. We may take first the 
statement that the industry became too competitive. I believe that 
we can assume that at one time the industry was not too competi- 
tive. Why then did competitors enter this particular industry. 
No one is likely to enter an industry in which the present pro- 












>< -——— -- —- — 











1144  _NLA.C.A. BULLETIN 


ducers are earning only a reasonable profit and are engaged- in 
research directed toward making the product a better and less 
costly one. When excessive competition is stated as the reason 
for business failure, analysis usually shows that profit margins 
were allowed to swell, research was neglected, and operating in- 
efficiencies had been permitted to enter the organization. Holders 
of capital are diligent in their search for opportunities such as this. 
The management discovers too late that they have invited efficient 
producers to take their business away from them. Therefore, in 
this case the real reasons for failure are the decision not to pro- 
mote research, the decision to maintain swollen profit margins, 
and the reluctance to initiate cost reduction programs. 

A not dissimilar situation may be discerned with respect to the 
assertion that the business expanded too rapidly. In periods of 
great prosperity, when sales are limited only by the ability to pro- 
duce, it is a common error to believe that productive facilities, 
expanded to meet customers’ desire, will produce substantially in- 
creased profits indefinitely. Unfortunately, the major economic 
problem of depression and prosperity, following one another in 
endless succession, has not as yet been solved. Therefore, when 
demand for the product is reduced to what might be called normal, 
the fixed charge for depreciation, the interest charges to pay for 
the funds borrowed to finance the expansion, the maintenance of 
the excess equipment, and the cost of an expanded organization, 
are too great for the reduced volume of business to carry. When 
business failure results from overexpansion, analysis usually re- 
veals that the real reason for failure was the inability on the part 
of management to recognize the temporary character of customer 
demands when the decision was made to expand facilities. 


Who Makes Management Decisions? 

We could go on with the rest of what we have designated as 
superficial reasons for business failures but the point is clear. 
Business failures are caused by incorrect and uneconomic decisions 
within the management structure. Therefore, perhaps the best 
tracer to a corrective is to find out who makes the decisions that 
are so important to the successful execution of the business enter- 
prise. The examples I have cited above are unquestionably major 
management decisions. I am certain that all industrial accountants 
have attended group conferences called to discuss a particular 
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problem and have heard someone say, at the point where objectives 
were hazy and confusion was almost complete, “Oh, that’s a man- 
agement decision”. This was supposed to clear the air of further 
questions and placed the ultimate decision on some high, mys- 
terious, and distant- level. “Management decision” is a phrase 
used loosely in ordinary parlance. Those who employ it doubt- 
less visualize a group of wise all-knowing company vice presidents 
(seated around a mahogany table) who, when presented with a 
problem, carefully examine each facet of the particular enigma 
and come to a clairvoyant decision. 

Such a conception while partially true, so far as the instinctive 
judgment of experienced men is relied on, is most incomplete. 
Management of a modern business enterprise reaches to its very 
roots. Decisions which significantly affect profits are made at 
every level of organizational structure. It is the combined total of 
the decisions of all who are managers or deputized as such, affect- 
ing the profit position of a company, which is real management. 
The foreman of each operation in the factory, the plant engineer, 
the plant manager, the sales manager, the purchasing agent, the 
accountant, and many of the staff departments are specialists in 
their particular lines and are charged with making daily decisions 
within particular realms of responsibility. These decisions, while 
- made within the scope of broad policy directives laid down by top 
executives, directly affect the profitability of the enterprise. 


Economic Aspects of Minor Decisions : 

Inasmuch as every decision made by any member of the man- 
agement group affects profit to a greater or lesser degree, it should 
unquestionably be based on sound, economic analysis. This does 
not necessarily mean that a formal report need be issued to the 
manager charged with making the decision. To illustrate, if a new 
business machine is needed in your office, it is unlikely that you 
will get authorization to purchase it unless you are prepared either 
orally or in writing to show why present equipment will not do the 
job, what conditions have changed that require new equipment, or 
why you can do a more efficient and less costly job if new equip- 
ment were purchased. However, even if you were given the au- 
thority to purchase equipment at your discretion, you would be 
doing less than your job if you did not give those problems seri- 
ous consideration before placing the purchase order. 

It has been pointed out previously that every decision affecting 
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corporate profits should be resolved on the basis of sound eco- 
nomic analysis. It is obvious, nevertheless, that it would be im- 
possible for operating personnel to clear every economic decision 
through the accountant. It would be unnecessary red tape if the 
engineering department were to consult the accountant on the wis- 
dom of buying a new type refractory for a furnace, which cost less 
than the one previously purchased and which would also extend 
the life of the furnace by ten per cent. No investigation and 
formal report is needed to prove that it is poor business to replace 
a rubber belt at a cost of $20 per month if an improved belt cost- 
ing $100 which will last two years is available. Both of these sim- 
ple examples are in reality economic analyses. But each of them 
illustrates decisions made daily in any manufacturing plant by 
operating people who are charged with making such decisions. 
Please note that in both examples the decisions are obvious ones 
and the funds required are of relatively minor importance. 


Economic Analyses for Major Decisions 
When the proposed investment of capital funds is substantial 
in amount, decisions are usually less obvious and many more ques- 
tions need to be clarified. It is under such conditions, usually, that 
the accountant should be requested to analyze the investment from 
an economic standpoint. When such analyses are requested, the 
accountant has been presented with an opportunity to be of real 
service to his company. A report which clearly states a problem 
and brings its many facets into focus is a substantial contribution 
to sound executive thinking. The following examples illustrate 
only a few of the questions that the accountant should be prepared 
to analyze: 
1. The economics of proposed new manufacturing plants or 
products. 
2. The economics of expanding present plant facilities. 
3. The economics of whether to make or buy a raw material 
or a finished product. 
4. The economics of projected relocation and rearrangement 
of equipment within a plant. 


It is recognized that when studies of this character are produced 
they should be predicated on conditions expected in the future as 
contrasted with those existing currently or in the past. However, 
past and current relationships between cost and price provide excel- 
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lent guides to verify projected relationships. Differences between 
projected ratios and those actually experienced require logical 
explanation based on sound economic principles. 

The accountant must draw on the specific knowledge and experi- 
ence of the other departments in the organization in order to com- 
plete his study. The people intimately connected with the sales, 
engineering, industrial engineering, production, and purchasing 
functions of the company in question are necessarily familiar with 
the present procedure. Furthermore, as a result of the proposed 
change in procedure, each of them will be called upon to solve 
specific problems, Discussion of such problems with members of 
each department are necessary to acquaint the accountant’ with the 
important economic aspects of the analysis. 

Clarity in Reporting Conclusions 

The report of the results to management must be absolutely 
clear. Accounting terms must be discarded in favor of everyday 
language wherever possible. No manager is interested in a dis- 
play of the accountant’s ability to toss off the jargon of his profes- 
sion. Therefore, for consumption by nonaccountants, the report 
should be outstanding in its clarity and the technical terms reduced 
to terminology accepted as normal speech. The report should be 
written in such a fashion that those factors which are of the great- 
est importance to the conclusion reached are highlighted and in full 
perspective. No report receives less consideration than one which 
states a conclusion and then supports it with flimsy evidence. 

In summary I would like to emphasize two points: 

1. Businesses are successful only if begun and continued on 

the basis of sound economic principles. 

2. Each level of management can make wise decisions only if 

armed with the basic economic data needed. 


The industrial accountant is a member of a service organization. 
He is charged with the responsibility for furnishing data to the 
operating personnel in the form of clear, timely, hard-hitting re- 
ports. Most accounting organizations have developed 4 sound 
budgeting, cost control, and profit reporting system which provides 
the various levels of operating personnel with day to day working 
tools. Economic analyses supplement these tools and are tailored 
for specific purposes. If these analyses are properly conceived, 
properly developed, and properly written, management thinking 
will be well directed and sound decisions will result. 
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POINTS OF VIEW 


At one time I was enthusiastic about incentive and piece- 
work. Why is it not possible to stress quality, measure 
effectively, manage intelligently, cost accurately with 
hourly rates and standards of performance to measure 
effective management? Piecework, incentive, and bonus 
plans are costly to administer. (J. Wiebenga, York) 


* * * 


SOME companies now are using hours as their standard unit 
rather than dollars since they find that this unit remains more con- 
stant than the dollar of the past few years. This allows for a 
more accurate comparison of budget periods. The hours as set up 
in the budget can readily be transformed into dollars from the 
payroll records for other necessary budget functions. (Harry J. 
Taylor, Bridgeport) : 

oe) es 

For over twenty years, accountants have lamented the 
training given by our universities and colleges to students 
in industrial accounting. This seems to be a subject of 
universal interest among accountants and yet very little 
has been done about it by the universities or accountants. 
(R. G. Bowersock, Toledo) 

os Fe 


IN order to accomplish the desired results, lifo necessarily 
would have to be introduced at the bottom of the price cycle. 
Otherwise, in a period of falling prices, the inventory would be 
composed of materials purchased at the highest prices. The hifo 
method, at least, would not have this defect but rather would leave 
the inventory at all times at a value representative of the lowest 
purchase prices. (Clarence N. Jenkins, Scranton) 

. * . 

In most cases the only criterion that a department head 
has of whether or not an indirect laborer is paying his 
way is visual, that is if the man appears to be busy at all 
times and his production is of such a degree that other 
operations are not held up, then his supervisor assumes 
that this indirect worker is laboring at a high rate of 
efficiency. This is a common fallacy in industry today. 
(Martin Timmer, Muskegon) 




















COOPERATION OF LINE AND STAFF IN THE 
DEVELOPMENT AND USE OF COSTS 


by RICHARD P. SWARTZ, 


President, Crown Can Co., 
Philadelphia, Pa. 


WE WILL come pretty quickly to the central theme of this 

article, but first a brief description of our company’s oper- 
ations will probably be of interest and helpful as the background of 
specific references. We operate eight manufacturing plants rang- 
ing in floor space from 40,000 square feet to 1,000,000 square feet 
and employing from 100 to 2,500 people. In addition, we have 
field warehouses located in various canning areas. In six of our 
eight plants, we are engaged principally in the manufacture of 
containers for highly seasonal food products. Shipment of these 
containers is made to canneries located throughout the country and, 
since these containers are used for packing perishable foods, we 
must deal with hourly shipping and production schedules as well 
as extremely high peak production loads and periods of virtual 
inactivity. We must deal with a wide variety of connected cost 
problems. There is another cost factor which is of primary im- 
portaace, the cost of our principal raw material, tin plate and other 
sheet metal of light gauges which represents approximately 60 
per cent of our sales dollar. 

It is my sincere belief that any ability which I have to analyze 
and take action on industrial problems is in a large measure a 
result of my belief that no venture, whether requiring the services 
of a few people or many thousands, can succeed without facts or 
without teamwork. When I say teamwork, I am thinking of the 
elimination of those imaginary walls of demarcation that some- 
times develop and destroy properly coordinated planned effort. 
Therefore, perhaps the prime organizational requirement of the 
cost accountant is that he should be accessible to the other members 
of the team, develop facts and dispense them to the proper per- 
sons, aggressively and in timely fashion. 

Adoption of an Organizational Plan 

After a thorough analysis of our company’s type of business, 
we came to the conclusion that we must properly subdivide its 
activities, organize its supervisory personnel into compact teams 
of specialists in sales, production, and accounting, and clearly de- 
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fine the responsibilities of each division and supervisor. This led 
logically to the adoption of a standard cost system which would 
afford each of the teams, as well as top management, a fair meas- 
uring stick against which actual results could be compared, With 
this method of accounting in use, we find that instead of requiring 
long, involved analysis of all the complex cost factors of a large 
industrial company, we can quickly determine those factors which 
are off standard and devote our combined effort to effecting cor- 
rective action. This is referred to by management specialists as 
management by exception. However, standard costs or normal 
costs as we call them are not sufficient. In addition we have de- 
veloped a comprehensive program of budgets. Each year, we pre- 
pare an annual budget setting forth the expected results of oper- 
ations as well as the financial requirements of the company. This 
budget is broken down by months and by manufacturing plants, 
sales districts, service districts, engineering and research divisions, 
and home office. 
Training in the Meaning of Standards 

Having decided upon management’s accounting plan, we set out 
to impart a thorough education in standard costs and budgets to 
all management personnel including top executives, production 
and plant managers, sales managers, superintendents, foremen, and 
other supervisors. In this respect our accounting division has done 
a creditable job and, while this educational program will never 
stop, the facility with which our nonaccounting supervisors discuss 
such technical matters as normal capacity, spending variances, 
volume variances, etc., is evidence of present accomplishment. 

By way of illustrating what this signifies, I would like to recall 
my early contacts with the operation of machinery at a time when 
a mechanic had not the remotest idea of what you meant if you 
talked of surface speed and revolutions per minute in relation to 
the cutting of basic materials such as cast iron, cast steel, brass, 
aluminum, tool steels, etc. It was, therefore, a continual argument 
between the worker and his foreman as to when, in their respec- 
tive opinions, a lathe, a milling cutter, or a drill was rotating at the 
most efficient speed or what the maximum speed might be for the 
efficient removal of metals, still retaining sufficient margin of 
safety to eliminate excessive wear or the destruction of tool life. 
The result of later studies to improve such technical knowledge 
took the form of development of standard charts which today are 
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most common, but which at that time were unknown. They further 
resulted in the thorough education of everyone in the plant in the 
use of such information. The net result was lower costs and, 
more important, workers and supervisors alike were set to think- 
ing in a new channel. 

It is the same with cost and budget information. Too often it is 
viewed with suspicion along the operating management line as 
coming from the white collar “guy” upstairs who has some secret 
ability and perhaps inclination to draw figures from the upper 
right-hand drawer to engulf and entrap. Therefore, our plan has 
been to present detailed information to all levels of the manage- 
ment team and to prepare such information in a coordinated 
fashion so that it will serve to make a cohesive group of all division 
managers, including sales, production, accounting, engineering, 
and research. 


Salesmansbip A Universal Calling 


However, in order to sell ideas you have to be a salesman. We 
must all be, regardless of our more specific calling. It must be 
remembered that to an untrained supervisor a flood of facts and 
figures is always particularly vague and complex, and it is only the 
enthusiasm and thoroughness with which he is advised and enlight- 
ened that will enable him to make effective use of these facts and 
figures. 

Naturally, most of this work in a large manufacturing concern 
is going to be in contacts with the production personnel. In our 
case, we pass on to the executive in charge of production and to 
his plant managers monthly reports in sufficient detail to assist him 
in keeping a continuous grasp on the performance of the func- 
tions within the scope of his responsibilities. He is naturally con- 
cerned with such items as direct and indirect costs of labor, spoil- 
age, output per man hour, speeds of equipment, and he must, of 
necessity, interpret these factors for the benefit of foremen, 
workers, etc. 

If there is a proper balance between this production management 
group and the cost group, there will be innumerable conferences 
with the ultimate goal of increased efficiencies and lowered costs. 
In addition, all other groups in the company are involved. The 
sales group is concerned with selling expense and field service 
expenses to customers, as well as the acquisition of additional 
sales volume and its effect budgetwise ; the purchasing department 
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with the economical purchase of materials and equipment; the 
engineering department with the development of better methods of 
manufacturing and with its engineering services to customers ; the 
credit department with the prompt collection of amounts due from 
customers and the effect of its function on bad debt losses and 
funds invested in accounts receivable; and so on through all the 
departments that make up an industrial organization. 


The Functioning of the Cost Accountant in the Organization 


Management’s view of the cost accounting function is not that 
the industrial accountant should make decisions for the other fellow 
but that he should keep alive in the minds of all concerned the im- 
portance and effect of each division’s performance on its own 
objectives as well as the influence, good or bad, on other divisions. 
Whenever I visit one of our plants, I find that the division heads 
are not only enthusiastic but eager to discuss ways and means for 
the development of plans to improve their budget standings and, 
as might be expected, they are continually asking for additional 
information. Once the program of education and teamwork had 
gained momentum, our cost and budget group found itself hard 
pressed to furnish the flood of additional information being re- 
quested. It is continually sorting these requests and enlarging 
the system as well as attending to the education of the uninitiated 
as the scope of information available is expanded. 

There is one thing of which I am sure and that is, in these days 
of increasing labor and material costs which in my opinion are 
going to aggravate a depressed condition when it does arrive, good 
cost facts are absolutely necessary in as much detail as possible. 
It seems to me that cost accountants must accept the challenge to 
assimilate information, interpret it, and present it to management 
groups so that their courses of action may be clear. I know that 
the members of our cost group are familiar persons in all divisions 
of our business and, as far as I am concerned, have the green light 
for whatever further studies and developments they feel are neces- 
sary and desirable for the continued growth and improvement of 
our company. 


Obstacles to Procedural Changes 

Of course there are always obstacles. Almost every industrial 
accountant has had a personal experience or knows of an instance 
in which an installation of cost control procedures and budgets was 
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made and then discarded. The installation may have been very 
sound, probably could have accomplished far-reaching economies, 
and may have been badly needed, yet an issue was raised and some 
individual unimpressed by methods and not properly sold the ad- 
vantages of the installation caused it to be discarded or restricted. 
Equally frequent are the instances in which a company’s employees 
will have fruitful projects to install and will spend months and 
even years overcoming opposition before a project can be started. 
This can happen even though the proposal is based on entirely 
sound reasoning. 

Being right is only the beginning of a project. No idea is worth 
while until it is sold and accepted by those who have to make it 
work. The other fellow’s thinking has to be allowed for. The 
motive behind his thinking may be nothing loftier than self-preser- 
vation, injured pride, unwillingness to have corrective ideas come 
from any other source, or an unfounded feeling of being exposed 
in some way. Whatever the source of opposition to constructive 
ideas, we must be realistic enough to take people as they are and 
so conduct ourselves as to inspire a willingness on the part of those 
with whom we deal to go along with us. 


Line Executives and Costs 


_ On the broader picture of company operations, there are a num- 
ber of questions to which my replies as a line executive may pos- 
sibly be of interest. For instance, how active a part should the 
president play in budgeting and standard cost work? It is my 
opinion that he should play as active a part as possible. He should 
at least review all of the premises upon which the standard costs 
and the budget are based so that he will have a thorough under- 
standing and his own evaluation of the measuring stick which will 
be used when he is furnished periodical reports of actual perform- 
ance against the standards and budgets. The president of an in- 
dustrial organization seems to me to be the man best qualified to 
set over-all standards of performance as well as to sas rat man- 
agement’s plans for future operations. 

In this function, which I consider a most important part of a 
president’s job, he must, of course, call upon his key executives 
for advice and counsel in the fields in which they specialize. These 
include sales, production, finance, and accounting and in the execu- 
tion of this part of his job he must, so to speak, have his cost 
accountant at his elbow to guide him along technical accounting 
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lines. This will be more apparent when I state that I am called 
upon to review and finally approve such factors as normal capacity 
of plants and equipment, potential sales markets, anticipated im- 
provements in manufacturing practices, engineering and research 
development, etc. 

Another question is: To what extent should production manage- 
ment play a part in the execution of cost control? My answer 
would apply not only to the production department but to all other 
functional departments including sales, engineering, accounting, 
etc. All divisions of the company’s management should have the 
opportunity to “write their own ticket” in so far as standards of 
performance are concerned. These standards, of course, must be 
reviewed by the cost department and included in the over-all 
budget of operations to determine whether or not prospective re- 
sults will be satisfactory. In the process of folding all of these 
standards into the over-all plan, the necessity for many alterations 
and modifications will be disclosed. Any changes must be made in 
consultation with the division heads involved and there should be 
complete agreement upon the standards as finally determined. 
Probably the greatest benefit to be derived from standards and 
budgets occurs during the process of preparing them, since it is at 
this time that the division heads and all levels of management’s 
effort are directed in the right channels. 


Pricing Policy Requires Knowledge of Costs 

One of the points that is apparently uppermost in the cost ac- 
countant’s mind is: What is management’s viewpoint with respect 
to costs in connection with the setting of selling prices when com- 
petitive prices are the predominant factor in controlling the com- 
pany’s sales price policy? Due to the tremendous influence that 
competitive prices have upon price policies of a particular company, 
product costs are often disregarded by management. This is a dan- 
gerous practice. In my opinion, selling prices should never be set 
without full knowledge of the cost of the product, for I am sure any 
management will agree that it should not set prices blindly. If a 
review of cost information does not alter management’s opinion 
that a competitive price should or must be met, at least it will indi- 
cate to management that a search must be made for cost reduction 
methods to bring product costs into proper relationship with com- 


petitive prices. 
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An Arm of Management : 

I am sure that any man in a position similar to that which I 
hold as president of an industrial enterprise cannot help but feel 
more secure and confident in the decisions that he has to make 
from day to day when he realizes the wealth of information which 
can be accumulated and interpreted by his cost men. All of the 
men in our cost division have become valuable specialists in inter- 
preting the complex cost factors affecting the daily operation of 
our business. Properly interpreted and presented, this information 
can clearly indicate courses of action concerning which manage- 
ment must be informed to make proper current decisions. I sin- 
cerely hope and believe that, as time goes by, executives will real- 
ize more and more, as I do, that the cost accountant is an extremely 
important arm of management. 

A fruitful endeavor to this end is to continue, as far as possible, 
to educate nonaccounting supervisors so that they may gain a 
broader understanding of reports submitted to them. Along these 
lines, our chief accounting officer has assigned to each division 
head an accountant who serves on that division head’s staff as a 
specialist, so that at every opportunity, especially at such functions 
as foremen’s meetings, the entire supervisory staff of the division 
may have an opportunity to discuss the effect of their daily work 
upon the results of their operations. 

Experienced industrial accountants know that to undertake or 
continue .a program in any industrial organization, the men at the 
top must first be sold. Such backing at the top will incline depart- 
ment heads to a receptive attitude if approached in an open man- 
ner. On the other hand, it is worth while to sell the rank and file 
and the department head also with the same earnestness as the 
president, for no idea can be put into effective operation until it is 
accepted by those who have to make it work. 











































One of the difficult problems of executive accountants is the 
presentation of data briefly and concisely in a way which will pro- 
vide an informative picture. (Sigurd Tranmal, Rochester) 


* * * 


The delegation of authority to others is an excellent suggestion 
not always practiced. (Roy Chapman, Utica) 





